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Czechoslovakia signed an agreement vith Afghanistan in 195^ which 
included a $5,000,000 credit for purchase of Czech machinery and other 
projects* On February 14, 1955, a contract uhder this credit was concluded 
for construction of a $1,500,000 cement plant in Afghanistan* 

2. India * The five-year trade agreement between India and the USSR, 
concluded' ^December 3, 1953, was accompanied by an exchange of letters in 
which a vague Offer of Soviet technical aid* was formally accepted* 

(a) Following negotiations which began in September 195**> the USSR 
and India signed an agreement on February 2, 1955, under which the USSR is 
to build a 1,000, 000- ton steel plant in central India. The plant is to be 
completed by the end of 1959 with a few sections to be finished a year 
earlier. 





f 



The credit granted by. the USSR’ for this project totals 
$9^,100,000. Repayment for equipment and construction work is to be made 
over a period of 12 years at an . annual interest rate of 2|- percent, with 
payment to start when the first shipment is delivered. Payment for the 
engineering surrey ($5,000,000) involves shorter tern credit. 

The contract contains three legal loopholes or escape clauses. 
Failure of the Soviet Union to coolly vith any of these clauses gives the 
Indians the option to cancel the contract* On the other hand, the same 
loopholes give Moscow the necessary fout", should it decide to renege on 
the contract. These escape clauses are (l) Moscow must submit detailed plans 
within nine months; (2) plans ; must: be . approved by the Indians; and ( 3 ) 
costs, including the Indian portion, must not seriously exceed the prelimi- 
nary estimates of approximately $210,000,000. India has the option to 
complete the plant without Soviet participation in case of war or embargo. 

The Indian Second Five Year Plan places increased emphasis on 
industrialization, which in turn will raise the demand for steel. Since 
current production is about 1,300,000. ingot tons, the Soviet plant will 
constitute an important addition to existing capacity and increase the 
Indian chances of meeting their goal of 6,000,000 tons by 1956-57 • 

fy (b) The USSR announced that it has* signed a Contract to send India 
complete equipment for a machine topi factory and to give the necessary tech- 
nical assistance in its construction. This report has been denied in 
Calcutta. ~ 

(c) Hie USSR has sent three mining engineers to study the layout 
and required equipment for a diamond .mine. Moscow has- offered to. furnish 
technicians and mining machinery in exchange for the diamonds. 

(d) India has also apparently agreed, under the UNTAA, to accept 
four Soviet engineering professors at the National ’Institute of . Physics in 
Khare/Jpur under the UN Technical Aid Program. The USSR' alsp announced its 
willingness to accept Indian students of humanities and science in Soviet 
universities under the UN aid program. Since last November, eight Soviet 
technicians have been working at the Indian Statistical Institute. 
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(e) The USSR has also furnished a few technicians and a small 
amount of equipment for a tractor demonstration project in India. 

In addition to Soviet gestures of aid, it is reported that a 
Hungarian firm has begun construction of a copper wire manufacturing plant 
at Patiala in Northern India. This plant is to be operated by Hungarian 
specialists. It was also reported that Czechoslovakia offered to supply 
India with a steel mill on terms similar to those of the Soviet offer. 
However, this was denied in New Delhi, and there is no evidence that 
Czechoslovakia has ever produced a steel mill for either domestic or 
foreign use; it now imports components of steel plants to inci'ease its 
own output of steel. 

3. Indonesia . A number of bloc offers of credit ar.d technical assist- 
ance have been reported. It is possible that many of these offers were 
released by the Indonesians vith the intent of obtaining better terms from 
the West. Included among these offers is a 'substantial loan' to be made by 
the Soviet Union, according to the Indonesian Ambassador to the USSR. 

In early 1954, Czechoslovakia offered a $l6,QCO,CCO loan at 5 percent 
interest for construction of sugar mills in Java. On February 3, 1955* 
Indonesia received a 85 million rupiah ($7, 5C0,0C0 at the official rate of 
exchange) six-year credit from East Germany for the purchase of sugar mill 
equipment. This loan agreement includes the services of 50 technicians for 
aid in the construction and operation of these mills, a number considered 
excessive for this purpose. A number of these technicians has already 
arrived in Indonesia. East Germany will accept repayment in rupiahs, but 
agreement has not yet been reached on the uses to which such local currency 
repayments may be put. 

As compared vith what the US has contributed to Asian development, 
the Soviet projects are clearly very small, whether measured in terms of 
money, technicians, or the effect on output and social welfare. Neverthe- 
less, there has been fairly widespread favorable reaction in Asian countries 
to the agreement to provide a steel mill for India, which capitalizes on 
the desire ftr rapid industrialization which most of these countries consider 
essential for prestige as well as increased output. Moreover, Soviet aid 
has achieved a considerable propaganda impact in Indonesia and may be the 
opening wedge for further bloc penetration in that country. 

In the case of Communist China, which is itself short of technicians 
and capital equipment, there is no evidence of any offers to provide tech- 
nical assistance or credits to any of the free Asian countries. Delegations 
from the latter countries, including businessmen, government officials and 
labor leaders, have been ic/ited to inspect various Chinese industrial 
plants and projects in rural areas, but none of these missions appear to have 
represented a serious effort to furnish technical advice. China has, on 
the other hand, provided a substantial number of scholarships for students 
of Chinese descent living in other Asian countries. However, this program 
appears to be one of repatriation --or possibly training of political 
agents — and does not have the objective of educating technicians who would 
return to assist in the development of another country. In a number of the 
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free Asian countries it is even questionable whether reentry of such 
trainees would be permitted in view of the danger that they would engage 
in subversive activities. 

According to a recent NONA report, there are close to a thousand 
foreign students studying in Communist China. They come from the Soviet bloc 
countries, Finland, India, and Indonesia. It is not entirely clear whether 
the majority of the Asian students are studying technical subjects cr 
Chinese literature, history and art. 

B. Prospects for the Future 

Since economic deterioration in free Asia is favorable to the exten- 
sion of Communist influence, the CoEsnunists have little to lose by providing 
some aid in specific cases so long as economic conditions fail to improve. 
From a position which carries no responsibility, the bloc can merely con- 
tinue to exploit grievances while relying mainly on its usual prescriptions 
involving severing of ties with the West — removal of US bases, and termi- 
nation of Western trade controls or aid programs — and substitution of 
appropriate ties with xhe bloc. Thus, despite the recent increase in Soviet 
activities of a technical assistance nature and the capability of the USSB 
and satellites to expand such assistance somewhat, there is no basis for 
predicting that a large scale program can or will be offered to free Asia 
in the near future. To the extent that trained personnel cr capital equip- 
ment can be spread in the more advanced areas of the bloc, they will for 
some years be badly needed in the less developed areas, particularly in 
Communist China. This is not to say that some increase in trade concessions 
may not occur or that technical assistance and credits for capital goods 
may not be stepped up on a selective basis to meet particular Soviet internal 
or foreign policy objectives (e.g. to acquire cammed i ties needed within the 
bloc, encourage Asian neutralism, etc.)' Such developments are, in fact, 
likely as part of an overall effort to lend plausibility to bloc propaganda 
for peaceful coexistence and to strengthen the hand of local Comnunist 
groups which, under the new political strategy, are attempting xo establish 
united fronts with non -Communists. The likelihood of Soviet assistance 
would be enhanced in cases where repayment could be made in food or other 
consumer goods, or strategic raw materials which are in short supply in the 
USSR. Unc 1 • 'ng circumstances, even a limited amount of widely publi- 
cized bleu icularly the industrial field, poses a threat to 

Western interests which is far out of proportion to the amounts of money 
involved or the additions to output which might follow. 

Soviet-satellite economic penetration has already reached dangerous 
proportions in Afghanistan. While bloc success has been very limited in the 
rest of non -Communist Asia, political and propaganda gains in Indonesia as 
a result of credits and technical assistance cannot be vritted off as negli- 
gible. Several other Asian countries might be receptive to new Soviet trade 
or aid offers which they felt would accelerate development. This would 
apply particularly, though not exclusively, to countries which have adopted 
a strong neutralist position. If Soviet aid should actually be expanded 
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materially, the bloc would be able to make significant propaganda gains 
as in Indonesia, and could strengthen the position of internal leftist 
groups . 



The prospects of any significant contributions of aid from Communist 
China to the free Asian countries appear remote since per capita output in 
China is still close to the level of the most backward countries in the 
world. Internal capital requirements will for years remain far in eccoecs of 
available domestic resources. Levels of technical skill are in general no 
further advanced than in the rest of Asia and the small corps of trained 
technicians will continue to be at a premium for internal development. More- 
over, even if Communist China had greater capabilities forproviding aid, 
there is serious question whether a number of the free Asian countries would 
be willing to accept any' significant number of technicians. 



CONFIDENTIAL 



CONFIDENTIAL 
- 11 - 



IV* BLOC r TRADE CA1®>0IRADE TACTICS IN ^SOtJlH-ASIA 



During recent years the Connunist bloc ; has greatly .stepped; up its 
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A few instances of the use of trade tactics (e.g. sal'es b^lW 
prevailing, prices) to finance the Conmunist party of India have 'been 
revealed, but the total extent of such operations is not known. 

■ -Vlt is of some interest that. Satellite countries and Communist China 
harve also included both the provision of new trade fld.ss ions, and some 
reference to technical aid in their latest trade agreements with India. 

As -;a result, a number of Satellite trade delegations have appeared in 
India in 1954 making speeches and advertising their products . Despite 
all < this, Indian trade with the Soviet bloc ini 1954 remained at close 
to the 1953* level, which, was the lowest in the post ;*ar period. 

: o Pakistan has had, trade agreements with several bloc countries at . 
different times, .but these agreements, as .in the Indlan-bloc agreements ; 
have,:4>een non-ob ligatory in nature with neither volume, nor values . 
specified. Actual trade has varied widely. The 'agreements with the i;V: 
Satellite countries, China and with the Soviet Union were allowed to 
lapse r in. 1953 and have not as' of this data teen renewed. 

v Vtl 95 4 ;vi t nessed a qo n s 1 derab J.e amount ojf cqmmercial advertising ’’ 

invthe/Pal^stah^newspapers py titer Satellite cou^t^ies. '■This however has 
a8^3^;badtUrt^jdi>ce^ ; 6 h lJ tirade. v .' i .T^f> •. 

vJ* 4 ri* ; ’Mr .• 

^Qui December ; l8/^1952 vCaylpn concluded a. f iye~yearji^greement^yith .. 
Coiamiriist .China:whicbjhas-|teen ^%he of trade. 

, J Flftyrthji^ t^b^^we^y tpl be^exciteqged/Sj^^ tons 

^en Y preceded by^av smller- deal v f pr^the exetenge of the 
6 amep^ ^95? ilhe^po.l^ \?^dar lying the\ 

Ch^se action in concluding^ this" agreement." ;yare pby£ovm~ f rom ‘ the" premium 
prices, off ered Ceylon fori its rubber, the ; favorable- prices ' charged Ceylon 
»f pr£t^ act thatj tte ri^ber ^ipm^nt s ■ would represent 

• the^ lxst ^oai^br^Mh^f vk ? Strategic Entiurgof ResoluW iky; 1951 • 

, .vJi;l4:>Uhder :'$he ;'£953£l&otreol' .Ceylon received^ajOet ^pradimnpf r $2p, ; 000 ,COO 
( about^20^)^a8r cimiparedt tpj an; equivalent ,exchar^^ * 
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The; most important single development in Afghan tiade : tei*s been the 
increase vin Afghe.n-Soviet .barter ; :traM hqye been 
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C. Prospects for Future Trade 

South Aslan countries are quite' willing to accept commodities 
from Soviet Russia, China and Satellites provided, they are offered on * 
continuous basis and on favorable terms. USSR, Chinese and Satellite 
trade expansion in the South Asia sire depends largely on their ability 
and willingness to conpete with ..otter nations established In this market. 

Any significant exp^sion^of bloc tradevith India would involve 
the usual difficulties any. newccnner faces in attempting to enter an 
established market on a. competitive Jesis . On top of this is a lack of 
confidence of the Indlan in^rter^ M to. the dependability of the bloc 
as a continuing source of simply particularly regarding, the provision 
of spare, parts and training in the use Qf equipment . Finally and 1 most 
inpbiiaht, there -is ' no : eHa$ace lip ''to \tiow ‘ that - the bloc is prepared *. to Vv. 
allocate ' a sufficient volume of machinery to support a significant 
> export drive for 

It is unlikely that' the Government of Pakistan, which purchases 
directly a; substantial share of the country’s imports and allocates the 
. : : e 3 te ti a n ^ is Interested in ejqwndlng trade with the 

bloc unlese such trade ; can. be of assistance to Its development : programs : 
Oyer'Ttwp-thirds of Pakistan’s imports from the bloc vin?v the ' pait-tw'^irs 
haye^owistcd • of cotton yarn, piece goods, and matches •• products which 

domestic factoHesv^^Wteto 
ih :pM^iciOar Consul -wili# w 

even J eicp^ding n»r ke t for the key ' exports ^bf^Pakiet^ • will 
IX aeroairifl a . for- Pakistan 'cotton-' and Jute ^and bn^ whether 
ConfiSds develops^’ a policy' of coning into tte^Pakt8ta»'i»^ 
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^ 1^3'??^ ^ v >rtje ther; the CHiir^se^can develop more ^ ^satisf ac ticry alternative 
’ ^boui^B^fpr;' ^ v> In^l9^, ; 'due totte-good-rice! 
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, ^ - for rubber which have virtually?' f v ; v 
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* ’^iCWi^are «ig^n;cftus Ing Ceylon to consider the desirability ctf; termina- 

, ting t^/agree^nt . . ‘ 'i ^ ■ 

;1 ' v trade with Af gbanirtar^ can be expected to expand since It 

r appear8";tp^be' pert of an overa^^pattern of political and economic v i 
; ; penetaition. fThe^ weeklies si n the world, market 

■ 'y< 0a^’ ^fpr -Afghanistan 1 e chief' ’export caracul wool-will b4 ^ 

future course of Af ghan-8oviet trade . f At :pre sent the 
^/pra^c^ot increasing dependence on the i Soviets; both in its trade and 

• ^in^ts development efforts raise a serious possibility of Afghanistan 
:p;5raiaing^into the 'Soviet- orbit . 
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